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CHAPTER  VIII— LOW-INCOME  HOUS¬ 
ING,  DEPARTMENT  OF  HOUSING 
AND  URBAN  DEVELOPMENT 

[Docket  No.  R-78-554] 

PART  868— MODERNIZATION  PRO¬ 
GRAM— PHA-OWNED  PROJECTS 

Modernization  os  a  Separate  Project; 
Interim  Rule 

AGENCY;  Department  of  Housing 
and  Urban  Development}(HUD). 

ACTION;  Interim  rule. 

SUMMARY;  The  current  rule  on  the 
modernization  program— PHA-owned 
projects  is  being  amended  to  provide 
for  modernization  as  a  separate  proj¬ 
ect.  This  change  is  authorized  by  a 
statutory  amendment,  which  permits 
HUD  to  finance  modernization  work 
as  a  separate  project,  supported  by  a 
separate  HUD  commitment  under  an 
annual  contributions  contract  (ACC). 

DATES;  Effective  date;  July  1.  1978. 
Comment  due  date;  August  1,  1978. 

ADDRESS;  Send  comments  to  the 
Rules  Docket  Clerk.  Office  of  General 
Counsel.  Room  5218,  Department  of 
HUD.  451  Seventh  Street  SW.,  Wash¬ 
ington.  D.C.  20410. 

FOR  FURTHER  INFORMATION 
CONTACT; 

Wayne  Hunter,  Office  of  Assisted 
Housing  Management,  Department 
of  HUD.  451  Seventh  Street  SW.. 
Washington.  D.C.  20410,  202-755- 
6460.  (This  is  not  a  toll-free 
number.) 

SUPPLEMENTARY  INFORMATION: 
Under  the  present  system  of  financing 
public  housing  modernization,  the 
amount  borrowed  by  a  public  housing 
agency  (PHA)  for  modernization  Of  a 
project  is  added  to  the  development 
debt  for  the  project.  The  new  modern¬ 
ization  debt  must  be  paid  by  HUD 
debt  sert'ice  annual  contributions 
within  the  balance  of  the  statutory 
maximum  period  (currently  40  years) 
during  which  HUD  may  pay  debt  serv¬ 
ice  on  a  project.  The  need  to  amortize 
“the  modernization  debt  within  the 
original  maximum  period  has  required 
a  HUD  commitment  of  annual  contri¬ 
butions  contract  authority  (the  maxi¬ 
mum  amount  payable  annually)  which 
is  sufficient  enough  to  pay  off  both 
the  original  development  debt  and  the 
modernization  debt  within  the  original 
ACC  term.  Where  more  years  have 
elapsed  under  the  ACC  term,  more 
contract  authority  is  needed  to  cover  a 
given  amount  of  modernization  cost. 
Since  the  need  for  modernization 


tends  to, increase  with  the  age  of  the 
housing.  HUD’S  ability  to  approve 
modernization  for  older  projects, 
where  the  need  is  the  greatest,  has 
been  most  constricted  because  of  the 
high  amount  of  contract  authority  re¬ 
quired. 

The  U.S.  Housing  Act  of  1937  was 
amended  by  the  Housing  and  Commu¬ 
nity  Development  Act  of  1974  to  pro¬ 
vide  in  section  3(9)(B)  that  a  low- 
income  project,  for  which  HUD  may 
enter  into  an  ACC,  may  include  “the 
improvement”  of  low-income  housing. 
Therefore.  HUD  may  enter  into  a  sep¬ 
arate  commitment  to  finance  the  cost 
of  improvement,  which  includes  mod¬ 
ernization.  over  a  separate  ACC  term, 
without  regard  to  the  number  of  years 
elapsed  under  the  maximum  ACC 
term  for  payment  of  the  original  de¬ 
velopment  debt.  The  term  for  pay¬ 
ment  of  debt  service  annual  contribu¬ 
tions  to  retire  the  modernization  debt 
may  extend  beyond  the  period  for  am¬ 
ortization  of  the  original  development 
debt,  so  long  as  the  term  for  the  sepa¬ 
rate  modernization  project  itself  does 
not  exceed  the  statutory  maximum 
period.  The  financing  of  moderniza¬ 
tion  by  establishment  of  separate 
modernization  projects  will  eliminate 
the  number  of  years  remaining  in  the 
original  ACC  term  as  a  variable  in  de¬ 
termining  the  amount  of  contract  au¬ 
thority  required.  The  amount  of  con¬ 
tract  authority  will  be  the  amount 
needed  to  amortize  the  modernization 
cost  over  a  20-year  term  during  which 
debt  service  annual  contributions  will 
pe  paid. 

Since  the  need  for  public  housing 
far  exceeds  the  current  and  anticipat¬ 
ed  supply.  HUD  desires  to  promote  the 
maximum  conservation  and  utilization 
of  the  existing  stock  beyond  the  origi¬ 
nal  ACC  terms.  Modernizing  older  pro¬ 
jects  to  insure  continued  low-income 
occupancy  is  generally  more  economi¬ 
cal  than  providing  replacement  units. 

To  reduce  accounting  and  budgetary 
problems,  to  facilitate  the  moderniza¬ 
tion  of  older  projects  within  the  avail¬ 
able  contract  authority,  and  to  pre¬ 
serve  the  existing  public  housing  in¬ 
ventory,  HUD  will  finance  moderniza¬ 
tion  work  as  separate  projects.  Each 
separate  modernization  project  will  in¬ 
clude  modernization  work  for  all  of  a 
PHA’s  individual  public  housing  pro¬ 
jects  that  are  approved  for  moderniza¬ 
tion  at  the  same  time.  Each  modern¬ 
ization  project  will  have  a  maximum 
amortization  period  of  20  years,  re¬ 
gardless  of  the  number  of  years  that 
have  elapsed  under  the  original  ACC 
terms  of  the  projects  involved.  A  proj¬ 
ect  or  projects  may  be  included  in 
successive  modernization  projects.  For 
the  full  20  years,  the  project  or  pro¬ 
jects  included  under  the  moderniza¬ 
tion  projects  will  be  subject  to  the 
ACC  and  to  HUD  requirements  for 
public  housing  operation.  The  peri(xl 


for  amortization  of  the  modernization 
debt  of  the  modernization  project  will 
not  affect  the  term  of  HUD  payment 
of  annual  contributions  to  amortize 
the  original  development  debt. 

Where  a  project  is  under  the  ACC 
after  expiration  of  the  original  term 
because  of  its  inclusion  in  a  modern¬ 
ization  project,  HUD  may  approve 
payment  of  operating  subsidy  for  the 
project,  under  the  applicable  HUD 
regulation.  Where  a  project’s  ACC 
term  will  expire,  whether  the  original 
term  or  the  extended  term  resulting 
from  the  modernization.  HUD  intends 
to  offer  an  extension  of  the  ACC  for  a 
10-year  period  for  purposes  of  continu¬ 
ing  the  low-income  use  of  the  housing 
and  permitting  payment  of  operating 
subsidy.  This  policy  of  extension  of 
the  ACC  after  expiration  of  the  exist¬ 
ing  term  will  be  implemented  by  a  sep¬ 
arate  rule. 

Because  this  method  of  financing 
modernization  cost  is  necessary  to 
modernize  older  projects  in  urgent 
need,  and  to  allow  this  change  to 
become  effective  by  the  fourth  quarter 
of  Federal  fiscal  year  1978,  the  Secre¬ 
tary  has  determined  that  this  amend¬ 
ment  will  become  effective  July  1. 
1978.  However,  interested  persons  are 
invited  to  participate  in  this  rulemak¬ 
ing  by  filing  data,  comments,  and  sug¬ 
gestions  with  the  rules  docket  clerk  at 
the  above  address,  on  or  before  the 
comment  due  date.  Each  comment 
should  include  the  commentor’s  name 
and  address,  and  must  refer  to  the 
docket  number  indicated  in  the  head¬ 
ing  to  this  document.  All  relevant 
comments  will  be  considered  before 
adoption  of  a  final  rule  and  copies  of 
all  comments  received  will  be  available 
for  copying  and  inspection  in  the 
office  of  the  rules  docket  clerk  at  the 
above  address. 

A  finding  of  inapplicability  respect¬ 
ing  the  National  Envi-;>nmental  Policy 
Act  of  1969  has  been  made  in  accord¬ 
ance  with  HUD  procedures.  A  copy  of 
this  finding  of  inapplicability  is  availa¬ 
ble  for  public  inspection  in  the  office 
of  the  rules  docket  clerk  at  the  above 
address. 

Accordingly.  the  Department 
amends  chapter  VIII  of  title  24  of  the 
Code  of  Federal  Regulations  by: 

1.  Revising  the  following  definition 
in  §  868.2,  Definitions; 

§  868.2  Deriniti«>ns. 

m  •  *  0  m 

“Modernization  funds”  mean  funds 
derived  from  an  allocation  of  contract 
authority  under  section  5  of  the  act 
for  the  purpose  of  financing  capital 
improvements  under  an  approved 
mc^emization  program. 

2.  Adding  a  new  §  868.6a.  as  follows: 
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$  M68.Sa  Modernization  Project 

(a)  For  purposes  of  financing  mod¬ 
ernization.  each  modernization  pro¬ 
gram  approved  for  a  PHA  shall  be 
treated  as  a  separate  modernization 
project.  The  modernization  project 
may  include  improvements  to  one  or 
more  projects.  Improvements  to  a 
single  project  may  be  included  in  more 
than  one  modernization  project. 

(b)  HUD  and  the  PHA  shall  enter 
into  an  ACC  amendment,  in  a  form 
prescribed  by  HUD,  for  each  modern¬ 
ization  project.  The  ACC  amendment 
shall  provide  for  the  payment  of 
annual  contributions  sufficient  to  am¬ 
ortize  the  modernization  cost  over  a 
period  of  no  more  than  20  years,  and 
shall  require  low-income  use  of  the 
housing  for  not  less  than  20  years. 

Issued  at  Washington,  D.C.,  June  19, 
1978. 

Lawrence  B.  Simons, 
Assistant  Secretary  for  Housing, 
Federal  Housing  Commissioner. 
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